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GOVERNANCE

The Pension Reform Committee discussed the basic component of governance of the pension
system. The city ostensibly has created an independent Board, separate from the City, to
manage the pension. However, the City Charter dictates the composition of the 13 member
Board of Trustees as follows:

3 representatives from City management
2 representatives elected by police and fire members
3 representatives elected by General Members
1 representative elected by retired members
4 independent citizens nominated by the Mayor and appointed by the City Council

While contributions to the Plan are made by both the employees and the City, only the City acts
as the final guarantor of all benefits paid by the Plan. This ultimate guarantee of the Plan’s
ability to pay the agreed-upon benefits means that the primary, if not the sole, stakeholder in the
operation of the Plan itself are the citizens of the City of the San Diego.

At the heart of the concern is that, of the thirteen members of the Retirement Board, eight
members can clearly benefit by enabling the City to fund its current operating budget at the
expense of the retirement plan as long as the ramifications to the Plan are not severe over the
short term. The notion that the Board is simply administrative, as some would argue, is
countered by the fact that the intentional under-funding of the plan requested by the City
Manager in both 1996 and 2002 had to be approved by the Board before it could even be heard
by the City Council.

The second significant problem is the technical skills required to understand the complex issues
that are present in the administration of the Plan. The combination of the highly technical rules
for pension administration and the need to understand the use of arcane actuarial science in the
measurement of present and future Plan liabilities requires an experienced and trained Board
member to effectively govern the Plan. While some may argue that the purpose of the Board
member is to set policy and that technical aspects are handled by trained professionals, lack of
understanding of the finer points of administration means that a Board member may be unable
to ask meaningful questions.

Finally, there is an issue in communication between the City Council and the Retirement Board.
The City Council seems to view the Board as its eyes and ears in the retirement system.
Councilmembers have repeatedly commented that if there are any problems in the retirement
system, they depend on the Board to let them know. This includes any actions the Council might
consider taking that could be potentially harmful, even in a minor way, to the Plan. The Board,
on the other hand, views itself as strictly administrative and does not seem to feel that advisory
input to the Council is appropriate.

For all of these reasons, the Pension Reform Committee believes that the Plan, the
beneficiaries, and the City would be better served by a Board composed of qualified
professionals who have no vested interest in the Plan.
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Recommendation #~ 4

Change the composition of the Retirement Board to seven members appointed by the
City Council. These members will serve with staggered terms of four years each, with a
two consecutive term maximum. Such appointees will have the professional
qualifications of a college degree and/or relevant professional certifications, fifteen years
experience in pension administration, pension actuarial practices, investment
management (including real estate), banking, or certified pubfic accounting. Such
appointees will be U.S. Citizens and residents of the City of San Diego but cannot be City
employees, participants (direct or indirectly through a direct family member) of the
SDCERS, nor a union representative of employees or participants, nor can such
appointees have any other personal interests which would be, or create the appearance
of, a conflict of interest with the duties of a Trustee.

Another governance issue that was addressed related to applications for disability retirement.
Currently, when an application is submitted for disability retirement, it is first reviewed by
SDCERS staff. If the application is recommended for approval, it moves directly to the Board for
action. If the application is not recommended for approval, it is forwarded to an outside
adjudicator who hears from both parties, reviews documents, and renders a finding. That finding
then returns to the Board where, more often than not, the whole application is heard again,
though not under oath.

Again due to the possible conflicts of interest present when a Board member is asked to make
these types of findings related to another employee who either was or is in the same bargaining
unit, this process places Board members in an extraordinarily awkward position. The Pension
Reform Committee felt it would be in the best interest of everyone concerned to create a
process whereby applications forwarded to an adjudicator would not be returned to the Board.
Instead, the finding of the adjudicator would be final.

Recommendation #15

An additional provision should be made to the City Charter that would codify the current
disability retirement determination process as it is now except that the hearing officer’s
decision would be final rather than a recommendation to the Board for approval




